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Iv’s Sull a Seller’s Market 


Discussing commercial property, this well-known insurance 
executive says purchases being made today are at too high 
prices with tenants’ credit being given unwarranted weight 


IRST mortgage loans secured by 

good real estate have for many years 
been of major importance in the port- 
folios of most life companies. Included 
in the factors which make these invest- 
ments sought after by insurance com- 
panies are the relatively high return, 
considering the stability of the invest- 
ment over the long term and the ad- 
vantages of diversification, together 
with the desirability of following a 
policy of returning money to the lo- 
calities from which it is collected in in- 
surance premiums and the fulfillment 
of public responsibility to use insurance 
funds to finance homes, farms and the 
development of business properties. 

On the other hand, purchases of in- 
come properties for investment have a 
number of advantages over first mort- 
gage loan investments. For instance, 
direct control of an investment is highly 
desirable. One of the disadvantages 
of first mortgage investments is lack of 
direct control. The mortgagee can do 
little with the security until the mort- 
gage contract is in default. The owner 
of property is not so limited. 

There are other advantages to the 
direct ownership of income properties 
over mortgage loan investments. Owned 
real estate is not subject to refinancing 
by others, nor is it subject to unwanted 
payments on principal such as has taken 
place over the last few years in the case 
of mortgage loans. Assuming the net 
return on dollars invested to be equal 
to or better than that on mortgages 
(our experience has been that it is 
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better), there is the residual value to 
consider on the owned real estate after 
due allowance for depreciation. This 
residual value is apt to be substantial 
in the case, of commercial property al- 
though too much dependence cannot 
be placed on values thirty to forty years 
hence. 

Although the matter of direct pur- 
chase of properties by insurance com- 
panies has been under consideration for 
many years it has been only during the 
last few years that the states generally 
have permitted such investments. The 
ice was finally broken and now most of 
the states have fallen into line. The 
restrictions and limitations placed upon 
such purchases are not entirely uni- 
form. There is usually a limitation 
upon the percentage of assets which 
can be so invested. In New Jersey, 
where the enabling legislation was 





Paul Bestor, formerly vice pres- 
ident of Prudential Insurance 
Company, recently had some ob- 
servations to make about insur- 
ance company purchases of indus- 
trial and commercial property 

-observations which can be read 
in connection with the final in- 
stallment of Mark Levy’s article 
beginning on the following page. 
Mr. Bestor addressed the annual 
convention of the American Life 
Convention and this article is a 
condensation of that talk. He re- 
tired from Prudential in October. 











passed in 1945, this percentage is 5 per 
cent. Many state laws also restrict the 
percentage of assets which may be in- 
vested in any one property. While the 
statutes of some states-are broader than 
others as to permissible types of invest- 
ment,* in general there are three cate- 
gories included. The first is that of 
housing; the second commercial prop- 
erties; and, third, industrial properties. 
This discussion is confined to commer- 
cial and industrial purchases. 

As to commercial property, the in- 
vestment patterns might be said to still 
be in the formative stage. This is prob- 
ably more true in connection with the 
purchase of industrial properties than 
it is in the case of commercial prop- 
erties. Some companies have undoubt- 
edly made more progress in making 
these purchases than others. Most com- 
panies seem to be feeling their way and 
working out the individual patterns 
which promise to be the most satisfac- 
tory. 

The present market, in spite of high 
costs, is still a seller’s market and this 
applies to all types of property. In my 
opinion, most of the purchases that are 
being made are being made at too high 
a price and the credit of the tenant 
and the terms of the lease are being 
given more weight than is perhaps war- 
ranted. Beginning soon after the pas- 
sage of the necessary legislation in New 
Jersey in 1945 we proceeded with the 
purchase of commercial properties; up 

(Continued on page 7) 


*See November issue for Mr. Levy’s complete state- 
by-state line-up. 











The Trend of Corporations to Sell Their 


Real Estate to Institutional Investors 


Concluding installment of a two-part article 


OODMEN of the World Life In- 
surance Society states that under 
the laws of Nebraska, their domicile 
state, they are permitted to buy real 
estate which supports a net lease which 
will pay interest, and their money 
back within a period of years within the 
life of the lease, but not over forty years. 
Some leases do not have a renewal 
option, and some have an option at a 
lower rate of return. They have been 
able to get fees supporting a lease with 
4 per cent and their money back within 
15 to 20 years, and they do not wish to 
accept a less amount of interest return 
on a long period—say 40 years, even 
with the best credit on the lease. The 
author knows of a leased fee they pur- 
chased in Columbus, Ohio, with a 
99-year lease renewable forever, to net 
them 5.77 per cent. This purchaser has 
invested many millions of dollars in real 
estate in different parts of the country 
through Norman Barnes of Chicago. 
The University of Chicago is per- 
mitted by Charter to make investments 
in any state, the laws of which do not 
prohibit their investing in real estate. 
The return on their Horder lease in 
Chicago is 4 per cent for the first 10 
years, 44% per cent for the second 10 
years, and 41% per cent for the last 10 
years. 
Cornell University is not limited by 
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Charter in the investment of their en- 
dowment funds. They have purchased 
central city real estate and leased to 
chain store organizations. With two ex- 
ceptions, all properties are located in 
New York state. With one exception, 
the leases do not contain provisions for 
low rate of interest and certain renewal 
options at still lower rates of interest. 
Harvard University is not permitted 
under Charter to buy real estate for in- 
vestment outside of Massachusetts. It 
has purchased no real estate on the basis 
of so-called chain store type lease. 
Princeton University does not invest 
in leases on real estate. They are lim- 
ited to real estate holdings in the state 
of New Jersey by its Charter except 
that any property acquired outside of 
New Jersey must be used for educa- 
tional purposes alone. They own no 
property outside of New Jersey. 
Union College has only one invest- 
ment in real estate—the Allied Stores 
deal, details of which are given later. 
Yale University does not divulge for 
publication the details of its various 
real estate transactions. However, the 
author knows of the purchase by Yale 
University of two properties under 
lease to F. W. Woolworth Co. One is 
the property at 29-33 West 42nd Street, 
New York City, leased to April 30, 1990 
at rental of $400,000 per annum to 


April 30, 1948 and thereafter at $450,- 
000 per annum net. The other is the 
southwest corner of 181st and St. Nich- 
olas Avenue, New York City, under 
lease to August 31, 1975 at a net an- 
nual return of $125,000. These prop- 
erties were purchased for approximately 
$9,300,000 subject to financing of ap- 
proximately $8,700,000. 

The director of the Real Estate De- 
partment of one of the large national 
chains of ladies’ ready-to-wear advised: 
“Renewal options and rates of interest 
ranging from 1 per cent to 2 per cent 
have been given by insurance compa- 
nies on the basis that the primary pe- 
riod of the lease has fully amortized the 
insurance company on the purchase 
price of the property. In other words, 
if you had a 3%/1% deal, which 
would mean you have a 5 per cent rent 
basis on the selling cost, you would be 
fully paid out in 34 years 6 months. 
The tendency has been with these com- 
panies to try to get a larger amortiza- 
tion—in other words, pay out in 25 
years so that it means you would have 
to pay for 25 years 6.; for 30 years 
5.38.” 

At the Commercial Property Clinic 
held by the National Institute of Real 
Estate Brokers on November 15, 1946, 
at the Atlantic City Convention of the 
National Association of Real Estate 





With this final installment, Mr. 
Levy’ concludes his study of the 
trend of corporations to sell their 
real estate to institutional investors, 
a trend which has developed within 
the past few years. In the November 
issue, the author related the opinions 
he had received from about 40 in- 
surance companies, ten universities 
and ten corporations as to why they 
had purchased income property or 
why they had sold and told what 
many of the insurance com panies 
thought of this investment trend. 

In this issue, he tells what some 
universities and colleges and other 





insurance companies have been do- 
ing. His files contain the records of 
many more but space limitations will 
not permit their 
inclusion here. 

It is interesting 
to note the au- 
thor’s conclusions 
at the end. He 
says interest rates 
are likely to re- 
main low for many 
years to come. 
Since he wrote 





Mark Levy 
the article, there has been a change 
in the high-grade corporate bond 


market and just recently a Bell 
Telephone unit paid better than 3 
per cent for debenture money—first 
time that has happened in a decade. 
The high-grade bond market has 
been weak, institutional buyers have 
been reluctant to buy—all of which 
has created a new idea of price. On 
this revised idea, however, they have 
bought. But does this mean a turn- 
ing point in the money market? 
Is the cost of money headed higher? 
Does it follow that some of these 
transactions may not be quite as at- 
tractive in the future as they have 
been in the immediate past? 
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Boards, Bryce Muir of Safeway Stores, 
Inc., explained the policy of his corpo- 
ration, stating: “We are primarily in 
the grocery business, and it is our opin- 
ion that our capital should be kept as 
liquid as possible.” Mr. Muir listed the 
certain definite requirements which 
through experience they have learned 
should be adhered to in the selection 
of retail locations. They should be: 

1. In towns of a minimum popula- 
tion of 5,000 except where the town is 
serving a trade area with a high poten- 
tial. 

2. The site should be on the right 
hand or home-going side of an arterial. 
Corners are preferable although, if not 
available, inside locations are sometimes 
substituted. 

3. Corner locations should have a 
minimum frontage of 100 feet by a 
depth of 130 feet although 150 feet by 
the depth of the property is preferred. 
Inside locations should have a mini- 
mum frontage of 115 feet. These foot- 
ages are essential in order to provide 
space for a building at least 50 feet 
wide and a parking lot of sufficient 
width to provide an exit to the inter- 
secting street or space to turn around 
if an inside location is used. 

Mr. Muir continued: 

“When sites have been acquired and 
the improvements completed the prop- 
erty is offered for sale to private in- 
vestors, through brokers, at a price not 
to exceed our cost, plus the broker’s 
commission. The terms of sale are 
all cash, subject to a long term lease 
back to Safeway Stores, Inc. 


“Currently, our lease is for the an- ~ 


ticipated life of the building, namely: 
40 years if the improvements are new 
and of masonry or reinforced concrete 
construction; or 25 years if they are 
of frame construction. Renewal op- 
tions are also included. The rate of 
return is based on a net 4 per cent to 
the owner on his average investment 
for each year of the lease term plus 
amortization of the improvements over 
the life of the lease. 

“Under the diminishing payment 
plan, the rental received diminishes 
each year by an amount equal to 4 per 
cent of the amortization for the pre- 
vious year. This plan provides the 
owner with a constant 4 per cent on 
his net investment which is decreasing 
each year as a result of amortization 


The Mortgage Banker ¢ 


payments. 

“Should the purchaser so elect he 
may receive rental payments on our 
constant payment plan. Under this 
plan rental payments are determined 
by totalling all payments under the 
diminishing plan and dividing by the 
number of months in the lease. All 
rentals are net to the owner as Safe- 
way pays all taxes, maintenance and 
insurance. 

“All leases contain a clause giving 
Safeway the right, at its option, to ter- 
minate the lease any time after the first 
year by offering to repurchase the 
property at the original sales price, 
less the amount of amortization paid 
to date of cancellation. If the owner 
elects to retain the property, the lease 
will be canceled without penalty to 
Safeway. The repurchase clause is in- 
cluded to protect the lessor against a 
loss on his investment and Safeway 
against carrying an unsatisfactory loca- 
tion. Incidentally, we have only had 
to repurchase one of approximately 
600 locations developed under this 
plan. Our standard form of lease is 
designed to give ample protection to 
both landlord and tenant.” 

It may be of interest to state that 
some of the first sales made by Safe- 
way covering blocks of several prop- 
erties at approximately $2,000,000 
were sold to net approximately 9 per 
cent to 10 per cent on the investment. 

Michael Greenebaum, realtor of 
Chicago, has been closely associated in 
the negotiations of many transactions 
of this type. Accordingly, his com- 
ments which follow show a shrewd 
analysis and evaluation of this trend: 


Policies Vary Widely 

“The real estate investment policy 
of each insurance company varies. 
These policies range from the ultra 
conservative end where some compa- 
nies want investments from the very 
top industrial and retail organizations 
to the other end where location and 
high return is the ultimate goal. How- 
ever, the trend has hit very much of 
a middle course. For most companies 
today the ideal investment is a good 
retail location leased to a top ranking 
chain with a lease that terminates from 
20 to 30 years and carries no renewal 
options. Many companies will make 
these leases at very low rates as low 
as 5 per cent per annum net, banking 
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on the possibility of a continued favor- 
able return on a new lease to give 
them their ‘real estate enhancement.’ 

“There are two important factors 
in all these deals. The insurance com- 
panies will not pay more than the 
appraised value of the property, and 
the lease must be one which can be 
met by the lessee in more difficult 
times as well as in lush times. In other 
words, excessive or burdensome leases 
are not wanted regardless of the credit 
rating of the tenant. 

“As for the Sears Roebuck & Com- 
pany leases, these deals cannot be clas- 
sified as strictly ‘credit’ deals. How- 
ever, it is important to note that most 
of these properties have been depre- 
ciated at a book value to a point where 
they would have qualified at the sales 
price for mortgage loan based on two- 
thirds of their appraised valuation both 
from a physical value or on a lease 
based on sales volume of any particular 
property.” 

Probably the most publicized transac- 
tion was the sale on June 1, 1945, by 
Allied Stores Corporation of practi- 
cally all of its real estate to Union 
College, taking back a 30-year lease 
with an option to renew in each in- 
stance, for an additional period of 30 
years. The reasons why the corpora- 
tion deemed it advisable to sell its prop- 
erties and information relating to the 
properties sold and the leases entered 
into in connection therewith were set 
forth in a proxy statement which was 
sent to each of its common stockhold- 
ers. Following are quotations from a 
letter dated April 23, 1945, from B. 
Earl Puckett, president, addressed to 
the common stockholders of Allied 
Stores Corporation: 

“This Company has long recognized 
a preference for renting land and 
buildings, where leases were obtain- 
able on favorable terms, rather than 
investing its own funds in real estate. 
Rental has certain advantages over 
ownership, the chief one being that it 
either results in a smaller debt structure 
or it frees capital. In either case this 
makes it possible for a company to 
apply more of its funds to merchan- 
dising uses. Also where indebtedness is 
eliminated, a company’s financial struc- 
ture is simplified and refunding haz- 
ards are avoided. 

“Although thus recognizing a pref- 


3 











erence for rental versus ownership, 
nevertheless the Company has accumu- 
lated a very sizable investment in land 
and buildings. In many cases, it has 
been necessary to take over the own- 
ership of real estate in the acquisition 
of a store, both at the time of the 
Company's organization and in con- 
nection with subsequent purchases. In 
certain instances individual stores, in 
order to provide for growth and ex- 
pansion, required the use of adjoining 
real estate that could be acquired only 
by purchase. In other instances real 
estate has been acquired in order to 
secure relief from burdensome leases. 
On the other hand the Company has 
sold individual properties as favorable 
opportunities have materialized. As a 
result, on January 31, 1945, the Com- 
pany and its subsidiaries had an invest- 
ment in land and buildings amounting 
to approximately $19,875,000. Mort- 
gages on this real estate amounted to 
$7,863,805. 

“An opportunity has been developed 
whereby the greater part of such real 
estate can be sold to a wholly-owned 
subsidiary of Union College, Schenec- 
tady, New York, and then leased back 
on favorable terms. 

“It is proposed to sell for $16,150,- 
000 land and buildings carried on the 
Company’s consolidated balance sheet 
at a net depreciated value as of Janu- 
ary 31, 1945, closely approximating 
$16,000,000. Included in the sale are 
important parts or all of the land and 
buildings occupied by Jordan Marsh 
Company, Boston; Dey Brothers, Syra- 
cuse; Pomeroy’s, Reading; Pomeroy’s, 
Harrisburg; Polsky’s, Akron; Titche- 
Goettinger, Dallas; and Joske’s, San 
Antonio.. All the mortgages above re- 
ferred to are to be paid off at or before 
the sale. 

“At the time the real estate is dis- 
posed of, long term leases covering 
each of the properties will be entered 
into by the Company or a subsidiary. 
These leases will provide for annual 
rental payments to the landlord, and in 
addition the tenants will continue to 
pay taxes, insurance and 
maintenance and also ground 
rents now amounting to $25,200 per 
annum under two existing leaseholds. 
The leases will cover a period of sixty 
years, consisting of an original period 
of thirty years with a provision for an 
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extension for an additional thirty years 
at our option. 

“Rentals payable to the landlord for 
the first 30-year period are set forth 
in the enclosed proxy statement. Un- 
der the optional extensions for the sec- 
ond 30-year period annual rentals will 
be 2 per cent of the value of the land 
only, with no consideration being given 
to building values, said land values to 
be determined by independent apprais- 
als at the time the option to extend is 
exercised. The leases will provide, 
however, for minimum rentals to the 
landlord for each of the properties 
aggregating $240,000 per year if all 
the options are exercised. 

“As set forth in the enclosed proxy 
statement, during a part of the original 
30-year term of the leases, the rental 
payments to the landlord may be in- 
creased or accelerated under certain 
contingencies. Except for this, and as- 
suming that all options are exercised 
and the land values are at that time 
substantially the same as the current 
book values, the arithmetic average of 
the annual rentals payable to the land- 
lord over the 60-year period will closely 
approximate 3.43 per cent of the sell- 
ing price, and the arithmetic average 
of the annual rentals payable to the 
landlord during the first 30-year period 
will be equivalent to 5.37 per cent of 
the selling price. The ‘effective rates’ 
would be somewhat higher than these 
percentages, inasmuch as the leases will 
provide for the highest rental in the 
first year with annual downward ad- 
justments through the first 30-year pe- 
riod. For example: the average annual 
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rental payments in the first five years 
will approximate 6.7 per cent of the 
selling price, while in the last five years 
of the first 30-year term, they will be 
approximately 3.7 per cent of the sell- 
ing price, and in the last 30 years, 
under the conditions above set forth, 
annual rental will approximate 1.5 per 
cent of the selling price. 

“The net proceeds from the sale 
amounting to over $8,000,000, after 
paying off all real estate mortgages 
and after expenses, will be added to 
working capital and be available to 
meet the cash requirements of the 
Company or to reduce bank loans, etc. 
In the opinion of your directors the 
carrying out of these transactions will 
be advantageous to the stockholders of 
the Company.” 

The following is from the accom- 
panying Proxy Statement: 

“The tax basis of the assets to be 
sold will be approximately the same 
as the above book figures, and it is 
estimated that for tax purposes there 
will be a loss after expenses and re- 
demption premiums of approximately 
$340,000 which will be deductible 
in determining Federal income and 
excess profits taxes. The paying off of 
the real estate mortgages and the sale 
of assets will not reduce the excess 
profits credit of the Company or any 
of its subsidiaries. 

“After the sale of the assets above 
set forth, it is proposed that the Union 
College Subsidiary will lease to Allied 
or the Allied subsidiary occupying the 
same, the various parcels of real estate 
above referred to. Each of these leases 
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will cover a period of 60 years, con- 
sisting of an original period of 30 years 
with a provision for an extension for 
an additional 30 years at the option of 
the tenant. The aggregate rentals pay- 
able to the landlord under such leases 
during the first 30-year period follow: 


First 8 months... $ 753,333 
Fiscal Year: 


are 1,101,000 
RS 1,083,000 
ee 1,068,417 
Gi. iv nkwi 1,057,000 
| Re 1,040,000 
nh scaee 1,024,000 
i. a ale 1,007,000 
Sl”: sien oa 992,417 
ee ck sae x 979,000 
RE? wien 965,000 
Se > eases 961,000 
ee 949,000 
Srey 928,417 
ae 912,000 
| ere 890,000 
Ss 6 onae 829,000 
Skewes 847,000 
a 826,625 
Sl: epee 810,500 
Pn. -segad 789,500 
| 767,500 
BL vdarecs 746,500 
ee °-a deine 723,500 
ee 698,500 
a. naan 662,500 
ae 635,500 
iba te 614,500 
 eyens 594,500 
mn «ewan 544,500 


Last 4 Mos...... 175,167 


“In addition to the payment of the 
above rentals to the landlord, the ten- 
ants will continue to pay real estate 
taxes, insurance and maintenance costs, 
and also ground rents now amounting 
to $25,200 per annum under two ex- 
isting leaseholds included in the sale. 

“The rentals above set forth are 
greater than the amounts currently re- 
quired to provide for depreciation on 
the buildings and equipment included 
in the assets to be sold and for interest 
on the mortgages to be paid off. An 
offsetting factor to this additional 
charge against operating expense will 
be whatever increase in profits results 
from the over $8,000,000 net additional 
funds which wili be provided by the 
sale after the redemption of the mort- 
gages. Disregarding completely this 
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factor of increase in income, however, 
the net profits on the outstanding com- 
mon stock of the Company for the 
fiscal year commencing February 1, 
1944, after taxes at current rates, would 
have been reduced by slightly less than 
seven cents per share if the sale had 
been made on that date and the great- 
est rental in the above table, namely 
that for the first year, had been in 
effect from that date. .. . 

“Another accepted method of deter- 
mining the reasonableness of rental 
figures for retail store properties in 
addition to that of calculating the per- 
centage return on the value of the 
property is to relate the rentals to 
annual sales volume. In order to apply 
this test to the proposed leases an ad- 
justment must be made because in 
three instances the stores occupying the 
premises which it is proposed to sell 
and lease back also occupy other store 
properties under long-term leases pro- 
viding for annual rental obligations to 
the owners of these other store prop- 
erties of $508,000. If this amount is 
added to the rentals under the proposed 
leases for the first full year of $1,101,- 
000, it gives a total rent for retail store 
property of this group of seven stores 
of $1,609,000. The following tabula- 
tion sets forth the combined sales for 
these seven stores for each of the six 
most recent fiscal years (three pre-war 
years and three war years) and shows 
the percentage of the $1,609,000 total 
rental obligations for the first year of 
the proposed leases to the sales volume 
figures: 


Fiscal Year Combined Rental 
Ended: Sales Volume Percentage 
Jan. 31,1940 $49,013,396 3.28% 
Jan. 31,1941 52,271,376 3.08% 
Jan. 31,1942 62,851,111 2.56% 
Jan. 31,1943 69,019,700 2.33% 
Jan. 31,1944 78,741,140 2.04% 
Jan. 31,1945 91,268,674 1.76% 
Six Year Average...... 2.39% 


It should be noted that the above cal- 
culation is based upon the rental for 
the first year of the proposed leases 
which is the maximum in the table 
above set forth, the rental for the 29th 
year being less than one-half of the 
$1,101,000 figure, and the rentals for 
the second thirty years being $240,000 
per annum if land values at the time 
of the exercise of the options are sub- 
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stantially the same as current book 
values.” 

It may be of interest to mention the 
extent of investments in real estate of 
all types by life insurance companies. 
According to a release from Institute 
of Life Insurance, dated August 27, 
1947: “Mortgages were next in bulk 
(after purchases of stocks and bonds 
of U. S. business and industry, repre- 
senting nearly half of all new invest- 
ments) in the life insurance companies’ 
purchases in the first half of the year, 
acquisitions in the first six months be- 
ing $1,194,000,000 or 75 per cent more 
than the mortgages acquired in the first 
half of last year. Mortgage holdings of 
the life companies reached a new high 
at $7,682,000,000, one billion dollars 
more than holdings at mid-year in 
1946.” 

The author’s files disclose the factual 
information concerning over a hundred 
of these purchase-lease transactions, 
but space will not permit nor does the 
author deem it desirable to include all 
of them. In the transactions mentioned 
below, obviously not all the terms are 
given: 

Jefferson Standard Life Insurance 
Company bought through Norman 
Barnes & Co. and Harry Harper, from 
the Estate of Marshall Field in Septem- 
ber, 1943, land under the 12-story store, 
office, and theater building at the south- 
west corner of State and Lake Streets, 
Chicago, 180x160 ft. at price of $1,430,- 
000, at an annual ground rental of 
$100,000 until July 31, 1947, netting 
6.99 per cent return; $110,000 until 
July 31, 1967, netting 7.6 per cent re- 
turn; and $120,000 to July 31, 2016, 
netting 8.3 per cent return. 

Montgomery Ward & Co. have in 
the past two and one-half years sold 
twenty properties, totalling approxi- 
mately $10,000,000. Leases range from 
15 years to 30 years with options up 
to 50 and 99 years on the basis of 3% 
to 34%2% net, plus amortization of the 
purchase price within the term of the 
lease. 

Sears Roebuck & Co. sold in the 
neighborhood of 25 properties to six 
insurance companies and to their own 
Employees Savings and Retirement 
Plan. Generally leases run for 99 years 
with the right on the part of Sears 
Roebuck to cancel the lease in any 
years after 40 years of the lease. The 
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rental, as far as the author knows, is 
based on return of 4.65 per cent, which 
nets the investor 3% per cent plus 
amortization, and the rental after 40 
years is at | per cent of the purchase 
price, which was at the depreciated 
cost or book price. 

Spiegel’s, Inc., sold 3 warehouses for 
$3,150,000 and took back long term 
leases with options for renewals. They 
also sold one commercial property and 
two warehouses for $1,230,000 and 
took back long term leases. Then they 
sold 4 commercial properties for $225,- 
000 and took back 10-year leases with 
right of renewal for 10 years. 

The United-Rexall Drug Co. sold 
8 properties for approximately $9,000,- 
000 and took back long term leases. 

The Home Life Insurance Company 
purchased a new one-story warehouse 
and office building at Cicero Avenue 
and Roosevelt Road, Chicago, 500x275 
feet, for consideration of $580,000 and 
leased the property back to the Gen- 
eral Motors Corporation on a 25-year 
lease with an option for an additional 
20 years, building to be erected for 
Chevrolet parts distribution. 

The First National Bank of Chicago, 
as Trustee for an undisclosed pur- 
chaser, bought from Goldblatt Brothers 
their new warehouse on Ashland Ave- 
nue north of 33rd Street, Chicago, for 
an indicated consideration of $2,200,- 
000 and leased the property back to 
Goldblatt Brothers at an undisclosed 
rental. 

The Prudential Insurance Company 
bought three leasehold estates in the 
property at the Northeast corner of 
Jackson Blvd. and State Street, Chi- 
cago, from Henry C. Lytton & Co. 
for a price said to be in excess of $1,- 
000,000. The net ground rental under 
the three leases totalled $125,000 an- 
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nually plus taxes which were $122,640 
or total payments of $227,640 for 
the first year. Lytton’s will pay $80,000 
annually for the first 30 years and $40,- 
000 for the remaining 35 years, or an 
average annual rental of $58,461. 
Other purchases by Prudential In- 
surance Company include 6340 South 
Halsted Street, 4025-59 West Madison 
Street, Southeast corner Clark and 
Diversey Blvd., and Southeast corner 
Lincoln Avenue and Melrose Street, all 
in Chicago, with leases back to the 
seller. They also purchased the Wright 
Aeronautical Plant, Lockland, Ohio, 
5,500,000 sq. ft. which property will be 
offered for sale. Another purchase is 
the 70-acre tract of land between 83rd 
and 87th St., Dorchester Avenue and 
Nickel Plate R.R., Chicago, for $425,- 
000, on which they plan to provide 
homes for 1,500 to 2,000 families, as 
well as a business area to be developed, 


at an estimated cost of somewhere 
between $5,000,000 and $10,000,000. 
The Mutual Life Insurance Com- 


pany has made a number of purchases, 
one involving $3,000,000 covering a 
2l-acre site near Rensselaer, N. Y., 
from the Sterling-Winthrop Research 
Institute, who took back lease for 30 





ERRATUM 
In the first installment of Mr. 
article in the November 
issue on page 16 it said that 
“under New York law they (i.e. 
imsurance companies) have to get 
4 per cent and 2 per cent for 
depreciation.” It should have 
read “have to get 4 per cent net 
and 2 per cent for depreciation.” 
Mr. Levy's manuscript was right; 
we failed to catch the omission of 
the word “net.” Sorry. 


Levy's 
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years with the right to renew the lease 
for 6 terms of 10 years each. The 
company also purchased approximately 
14 Sears Roebuck & Co. locations as 
well as other retail industrial properties. 
The Lincoln National Life has made 
a number of purchases of Montgomery 
Ward & Co. properties and some in- 
dustrial and commercial properties in 
Chicago, totaling several million dollars. 
Northwestern Mutual Life Insurance 
Co. acquired several properties includ- 
ing a plant from Consolidated Grocers 
on Goose Island, Chicago, for $2,000,- 
000 and leased the plant back to them. 
The Equitable Life Assurance Soci- 
ety of United States purchased the 
Bonwit Teller Department Store (Hov- 
ing Corporation) at the Northeast 
corner 5th Avenue and 56th Street, 
New York City, containing 277,000 
sq. ft. of floor space, with 11 stories 
and basement, for $6,250,000, giving 
back a 30-year-lease and 30-year op- 
tion, at a reported rate of 5% and then 
3%. They also purchased an industrial 
property from Westinghouse Electric 
Corp., comprising 22-acre tract in Chi- 
cago, which they will lease back to the 
seller corporation. They have also pur- 
chased from the Fruehauf Trailer Co. 
a block of property improved with a 
one-story brick building on Archer 
Avenue, Chicago, for consideration of 
$407,500 and have given back 35-year 
lease at term rental of $7,467,981, at a 
sliding rental from $26,742 the first 
year to $13,554 the last year. Lessee 
has option to buy the property back. 
It is the author’s opinion that if this 
trend in investment properties by in- 
surance companies, colleges, eleemosy- 
nary institutions, and other tax exempt 
institutions continues the cream of 100 
per cerit real estate in the retail sec- 
tions of our urban communities, as well 
as some of the choice industrial prop- 
erties, where the credit of the corpo- 
rations or lessees is especially stable, 
will be owned by this group of in- 
vestors. It is the author’s opinion that 
in view of the national debt and other 
elements and factors, interest rates are 
going to continue low for some years to 
come. If this opinion is sound, it will 
mean that the institutional type of 
investors mentioned will continue to 
seek investments in choice real estate 
because of the low yield of other well 
secured forms of investment. 
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Bob Armstrong of New York recently 
advised: “During the first six months 
of 1947, life insurance companies in- 
vested approximately $58,000,000 in 
equity holdings. The total to date now 
stands at $130,000,000 but apparently 
the surface of this trend has not as yet 
been scratched. All together, the laws 
of various states empower the life com- 
panies to invest about $2,000,000,000 in 
equities. So far, there has been little 
realization of the impact of the invest- 
ment of but $130,000,000 on the entire 
real estate investment picture.” 

Frederick J. Eberle, vice president in 
charge of mortgage loans of The Con- 
necticut Mutual Life Insurance Com- 
pany, recently advised: “There have 
been so many diversions from what we 
formerly considered to be sound leasing 
procedure it is difficult for me to see 
just what long range effect the entrance 
of the insurance companies into the 
purchase of real estate will have on 
real estate in general. It does seem 
that these lease and purchase deals 
permitting cancellation clauses, re-pur- 
chase agreements and renewal options 
at greatly reduced rentals have already 
caused a considerable influence upon 
lease terms not only to the tenants of 
the highest standing but all along down 
the line. 

“Individual or small corporations 
operating in real estate will probably 
have an increasingly difficult time to 
make deals where they can have some 
assurance of salability over a period of 
time. I do not know how appraisers 
will be able in the future to put a 
reasonably accurate value on a prop- 
erty that has a lease for twenty-five or 
thirty years with a renewal option at a 
much reduced rental. 

“As you perhaps know, in none of 
our purchases have we allowed a can- 
cellation clause, re-purchase agreement 
or a renewal option at a rate of return 
of less than 5 per cent of the original 
investment.” 

While it is not altogether prudent to 
predict what is going to happen, it is 
my opinion that if the Marshall Plan 
for the Aid of Europe is put into effect, 
and we spend some $21,000,000,000 or 
$22,000,000,000, it is going to have an 
important effect upon the price level of 
various commodities which are shipped 
to Europe. And it is reasonable to as- 


sume that outside of some variations 
(Continued page 8, col. 3) 


The Mortgage Banker e 





Mortgage Finance.” 


factors affecting his business. 





MBA-NYU Course Scheduled for January 


Mark your calendar now for one of the most important MBA events of 
next year, the educational course sponsored by the Association and the 
Graduate School of New York University. Dates are January 27, 28 and 
29 and the general subject will be “The Impact of Economic Factors on 


It will open with an address by Roy Wenz ick, well-known real estate 
authority. Rosert GoLpssy, co-chairman of this year’s educational com- 
mittee with Norman H. Netson of St. Paul, will preside. The second 
day’s session will end with a banquet in the evening with PREsmENT JOHN 
C. THompson presiding. The course closes January 29 with a luncheon 
at which THomas Lovejoy of New York, a member of the committee, 
will preside. Complete details of the course will reach members shortly; 
in the meantime you can be looking ahead and making arrangements to 
attend what is certainly one of the best opportunities a mortgage man is 
offered to secure an authoritative professional “briefing” of trends and 








STILL A SELLER’S MARKET 


(Continued from page 1) 


to the present we have approved for 
purchase something over one hundred 
individual properties. Most of these 
purchases were made prior to 1947 be- 
cause those offered to us during the last 
few months have been at a price too 
high to be attractive. While we have 
purchased a few fairly large properties, 
most of our purchases have been of the 
taxpayer type, located in good cities in 
100 per cent areas. 

We have preferred the one tenant 
property because this minimized the 
management problem. Most of the 
properties have been leased to national 
chain stores or to strong local tenants 
and the leases run from fifteen to thirty, 
and in a few cases, forty years. With a 
few exceptions the leases are on a net 
basis. The advantages of this policy 
are manifest. The one tenant net lease 
plan not only minimizes the manage- 
ment problem but also takes care of 
possible tax increases. It has been our 
policy to prefer strength of location to 
strength of occupancy. In other words, 
if we needed to choose between a 100 
per cent location leased to a tenant 
with only fair credit standing and a 
property in a poor location leased to a 
tenant with top credit, we would 
choose the 100 per cent location with 
the not-so-strong tenancy. 

The credit of the tenant is question 
number one in practically all industrial 
cases. The type and location of the 
property, however, are very important. 
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First as to type. It is a modern one 
story building or a combination one and 
two story proposition. Is it small 
enough to be readily convertible to 
other uses in case of trouble, or is it a 
specialty type not easily convertible? It 
does not necessarily follow that if it is 
a specialty type we would not be inter- 
ested. It does mean, however, that if 
it is a specialty type we lean more 
heavily upon the credit of the company. 

Some companies go a step further 
than purchasing a property with the 
buildings already constructed or under 
contract to be constructed. The insur- 
ance company purchases the site and 
constructs the building or buildings for 
a particular tenant, according to build- 
ing plans and specifications prepared 
at the direction of the tenant and by a 
contractor selected by the tenant. Plans, 
contractor and building contract are, 
of course, approved by the insurance 
company. We have experimented with 
this to a limited extent. It adds a num- 
ber of problems. If this practice is fol- 
lowed it requires a clear agreement in 
advance of the responsibilities respec- 
tively of owner, tenant and builder. If 
any considerable volume of such con- 
struction is undertaken it will involve 
the regular employment by the insur- 
ance company of a substantial number 
of technical men to follow construction, 
etc. I personally doubt whether this 
method will be popular with insurance 
companies generally. 


~ 








MBA Membership Shows Substantial Gains; 
Total at Present Time Stands at 1124 


MBA’s membership rolls continue to 
expand. At the present the Association 
has 1124 members. Since we last pub- 
lished a list of members, these 
have been admitted: 


[he National Bank of Commerce of 
Seattle; Ward Cook, Inc., Portland, 
Ore.; Knight, Orr & Company, Inc., 
Jacksonville, Fla.; Hal Murray & Co., 
Tulsa, Okla.; Western Credit Corpora- 
tion, Billings, Mont.; Stalford Mort- 
gage Company, East Orange, N. J.; 
The Security National Bank of Sioux 
City, lowa; The First National Bank of 
Mishawaka, Ind.; Woodbury County 
Savings Bank, Sioux City, M. P. 
Crum Company, Dallas, Texas. 


new 


lowa: 


Robinson Mortgage Company, Bir- 
mingham, Ala.; Draper-Owens Com- 
pany, Atlanta, Ga.; Clifford L. Swan 
Co., Inc., Portland, Maine; City Sav- 
ings Bank of Pittsfield, Mass.; First 
National Bank of Middletown, Ohio; 
First Mortgage Company, Seattle, 
Wash.; George D. Barclay Company, 
Tacoma, Wash.; The Keystone Mort- 
gage Company, Pittsburgh, Pa. 

Denver Industrial Bank, Denver, 
Colo.; The Canada Life Assurance 
Company, New York; Jack Kavanaugh 
Co., Little Rock, Ark.; First Granite 
City National Bank, Granite City, II1.; 
Property Management, Inc., Baltimore, 
Md.; Benham Mortgage Company, San 
Antonio, Tex.; Campbell and Adkins, 
Houston, Tex.; Coonley and Green, 
Inc., Evanston, Ill.; Conly, Mills & 
Rossiter, Inc., Wilmington, Del.; Cor- 
ley Mortgage Company, Inc., Seattle, 
Wash. 

Empire National Bank and Trust 
Company of St. Paul, Minn.; First Na- 
tional Bank, Binghamton, N. Y.; First 
National Bank and Trust Company, 
Kearny, N. J.; The First National Bank 
and Trust Company, New Haven, 
Conn.; First National Bank of Ceredo, 
W. Va.; C. W. Haynes and Company, 
Incorporated, Columbia, S. C.; Insur- 
ance Funds Mortgage Company, Los 
Angeles; Kahn-Levinkind, Inc., Chi- 
cago; McDonald & Newton, Temple, 
Tex.; The Minnesota Realty Company, 
St. Paul; Mortgage Associates, Inc., 
Philadelphia. 

The Northern Ohio Investment Com- 


Alice, 


pany, Toledo, Ohio; W. H. Opie & 
Co., Tacoma, Wash.; W. C. Pinkard & 
Company, Baltimore, Md.; Service In- 
vestment Company, Denver; Southern 
California Mortgage and Loan Corp., 
San Bernardino, Cal.; Stockton & Com- 
pany of North Carolina, Inc., Raleigh; 
Morton G. Thalhimer, Inc., Richmond, 
Va.; Utley & Company, Inc., Fayette- 
ville, Ark.; Wachovia Bank and Trust 
Company, Winston-Salem, N. C. 

Braislin, Porter & Baldwin, Inc., New 
York; Midland Mortgage Corporation, 
Detroit; Russ Prater Investments, Inc., 
Wichita, Kans.; Lovell & Malone, 
Nashville; The South Shore National 
Bank of Chicago; Jay Hearin Realtors, 
Tampa, Fla.; M. H. Mabry Company, 
Tampa, Fla.; Capson-Bowman, Incor- 
porated, Salt Lake City; J. G. Clark 
Company, Fort Worth, Tex.; W. T. 
Cox, Orlando, Fla.; The American Mu- 
tual Fire Insurance Company, Charles- 
ton, S. C.; Clark Real Estate Co., Syr- 
acuse, N. Y. 

Eugene Knight, Incorporated, Tampa, 
Fla.; Robert B. Rodgers, Inc., Clayton, 
Mo.; Mullen Investment Company, 
Tex.; Connor-Quigley, Inc., Wil- 
mington, Del.; Robert E. Johnston, 
Fort Lauderdale, Fla.; First Mortgage 
Corporation of Florida, Miami; Tharpe 
& Company, Atlanta, Ga.; Douglas L. 
Black Mortgage Company, New Or- 
leans; Cruise & Co., Inc., Jackson, 
Miss.; Cincinnati Investment Corpora- 
tion, Cincinnati; D. L. Welch & Co., 
Austin, Tex.; Pacific Mortgage Corpo- 
ration, Los Angeles. 

Sterling G. Thompson Company, 
Louisville, Ky.; Burlington Savings 
Bank, Burlington, Vt.; Loan & Invest- 
ment Service, Tucson, Ariz.; Donoho 
& Sons, Inc., Fort Smith, Ark.; John 
Burnham & Company, San Diego, Cal. ; 
National Homes Acceptance Corpora- 
tion, Lafayette, Ind.; Armstrong Asso- 
ciates, New York; Brown-Hamel Mort- 
gage Company, Greensboro, N. C.; 
Hestwood Mortgage Company, Inc., 
Houston, Tex.; The Richard Gill Com- 
pany, San Antonio; Magic City Mort- 
gage Company, Inc., Roanoke, Va. 

Associate Members: Wade Clark, 
Des Moines, lowa; Harold J. Craw- 
ford, Des Moines, Iowa; and, Gibson, 
Stewart & Garrett, Des Moines, Iowa. 
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TREND OF CORPORATIONS 
(Continued from page 7) 
because of the character of the im- 


provements of the district in which the 
property is located and economic prob- 
lems that cannot be foreseen at this 
time, we are bound to have a good 
market for good real estate—and that 
does not mean any real estate—any- 
where—at any price. 

What other safe and secured invest- 
ments can these institutions purchase 
which will pay as good a return and 
have as much intrinsic value as these 
real estate investments? Particularly so 
where the investor can control its own 
policies and be its own president, board 
of directors, and manager of invest- 
ment. 

Based upon the author’s forty years 
of active experience in dealing with 
commercial properties, he is firmly of 
the opinion that a well selected com- 
mercial property in the 100 per cent 
retail districts of our urban commu- 
nities of 10,000 population or more, 
purchased at a fair price and in line 
with a competent, disinterested and 
qualified appraiser’s opinion of value, 
when leased to a logical successful mer- 
chant or national chain store organiza- 
tion at fair rental, is as sound and safe 
an investment as he knows. 
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MORTGAGE EXECUTIVE AVAILABLE 
Five representing eastern life 


—~ om of America » 


1TH West Washington St.. 


MORTGAGE EXECUTIVE WANTED | 
West Coast mortgage correspondent has 
- %. mortgage man in San 
o 


Francisco pence, 
Should awe able take full « charge office 

Se docket cor y 
even into assistant 

taking full responsibility. Write Box 147, Mortgage 
eaie Association ¢ America, 111 West Washing: 





TOP EXECUTIVE AVAILABLE 
financ- 
appraising. 
public relations. 
and activity. ons record of 
peczovernens involving millions of ome, of 
ness. Energetic ay resource! ture 
judgment. Baneptional skal organizing, training, 
directing, R a ow employed similar 
capacity with nationally-known mortgage mao 4 
real estate corporation. Excellent reasons for 
ing new association. Outstanding references. Age 40, 
fine family. Locate anywhere A sound investment 
at around $10,000. Write in confidence to Box 148, 


ortgage Association of America, 111 West 
Washington Street. Chicago 2. 
MORTGAGE MAN WANTED 
Opening in West Coast firm for experienced man 
soliciting, working up and ae tins loans secured 
experienced han- 
‘ne range 


shy 7h — tain Ta iil Joan loans. ne 
$5000. Write x 


Wenn Bask rs age & of America, 111 
West Washington Street, Chicago 2. 
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